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Honduras: Key Economic Indicators 


All figures in millions of U.S. dollars Exchange rate as of June 1984 
unless otherwise stated. US$1.00 = 2.00 Lempiras (Since 1931) 


1981 1982 1983 % Change 
ITEM (Final) (Final) (Prelim) 1983/1982 
ECONOMIC GROWTH 
GDP at Current Prices 2,646 2,813 2,968 5.5% 
GDP at Constant 1966 Prices 1,044 1,026 1,019 -0.7% 
Population (1,000) (mid-year) 3,821 3,955 4,092 3.5% 


GOVERNMENT FINANCE: 
Central Government Budget 
Current Revenues 370.6 385.0 388.6 
Current Expenditures 395.7 429.3 473.8 
Capital Expenditures 105.7 128.4 130.9 
Deficit 203.7 326.3 276.5 
Public Sector Debt Outstanding 1,628.3 1,929.3 1,993.9 
Domestic Debt (includes net lending) 400.6 552.7 609.5 
External Debt (including guarantees 
assumed by the government) 1,227.7 1,376.6 1,384.4 
Public Sector Debt as % of Current GDP 61.5% 68.6% 67.2% 


MONEY AND PRICES: (As of December 31 each year) 

Money Supply 315.9 349.7 399.6 
Bank Deposits 514.0 523.7 623.4 
Consumer Price Index (1978 - 100) 144.8 158.4 172.5 


BALANCE OF PAYMENTS 

Net International Reserves 
(Consolidated Banking System) -9.1 -129.4 -112.2 13.3 

Net International Reserves (Central Bank) 10.6 -80.2 -81.6 -1.8 

Current Account Balance -302.7 -228.3 -167.8 26.5% 

Debt Service Ratio (private and public sector 
debt service as % exports of goods & services) 24.0% 34.2% 26.1% -23.7% 

Total Exports Goods and Services 903.2 783.5 815.2 4.0% 
Exports of Goods to the U.S. (F.0.B) 374.4 328.7 363.9 10.7% 

Total Exports by Product Category: 

Bananas 213.3 218.3 207.8 -4.8% 
Coffee 172.9 153.1 151.2 -1.2% 
Lumber 43.2 44.7 39.7 -11.2% 
Refrigerated Meat 46.5 33.7 31.3 -7.1% 
Shrimp and Lobster 26.3 28.0 34.1 21.8% 
Metals 36.4 255 54.0 111.8% 
Sugar 46.5 22.2 27.8 25.2% 

Total Imports (C.I.F.) Goods & Services 1,233.4 1,041.8 1,027.5 -1.4% 
Imports of Goods (C.I.F.) from U.S. 390.5 272.5 276.6 1.5% 

Petroleum Imports 163.2 170.0 170.8 0.5% 

Trade with CACM 
Exports (F.0O.B.) 65.9 51.8 64.7 24.9% 
Imports (C.I.F.) 118.5 87 «a 101.2 16.2% 


Capital Account: Net Inflows 227.9 127.0 150.8 18.7% 
SOURCE: Central Bank of Honduras, International Monetary Fund. 





SUMMARY 


The sharp economic downturn Honduras has suffered since mid-1980 continued 
during 1983 and into mid-1984. Little improvement is expected in the near 
term. Real growth of the Gross Domestic Product (GDP) last year remained 
negative for the second year in a row, at minus 0.7 percent. When one 
considers the country's rapid population growth rate, at least 3.5 percent 
in 1983, this represents a significant decline in the standard of living. 

At current prices, overall GDP growth was up 5.5 percent, reaching $2.968 
billion. Exports showed a slight improvement while imports continued to 
fall, albeit at a much lower rate than in 1982. This continued overall 
sluggishness in foreign trade--the principal engine of development--was the 
main reason for the country's economic stagnation. Other factors were the 
continuing severe shortage of foreign credit, high petroleum costs, and lack 
of investor confidence. The inflationary trend remained moderate, with the 
Consumer Price Index (CPI) advancing 8.9 percent, just below the 9.4 percent 
recorded in 1982. 


While 1983 import costs for goods and services were off 1.4 percent to 
1027.5 million last year, export earnings were up by 4.0 percent to 815.2 
million. IMPORTS: Particularly significant were continued reductions in the 
import of machinery and equipment and of manufactures, while chemical 
products, consumer goods, and food showed increases. Petroleum imports 
remained stable. (Note: In this import-dependent economy the weak level of 
Manufacturing imputs is a key factor leading to a substantial 
underutilization of productive capacity, particularly in the industrial 
sector.) A five-tier import control system was implemented in 1982 to 
allocate scarce foreign exchange. Foreign debt payments, food, medicines, 
and petroleum are in the highest categories; consumer goods are in the 
lowest. EXPORTS: Coffee income declined by only $1.9 million and sugar 
exports rebounded from depressed 1982 levels by $5.6 million. Refrigerated 
meat fell again, although not as sharply as the previous year. Metals were 
up dramatically, with earnings at more than double the 1982 levels. 
Bananas, Honduras’ largest export item, fell slightly by 4.8 percent to 
$207.8 million or almost one-third of all exports. BALANCE OF PAYMENTS: The 
balance of payments current account deficit again narrowed, from $-228.3 
million in 1982 to $-167.8 million in 1983, mainly as a result of both the 
artificially generated dropoff in imports and the rise in exports. Net 
capital inflows rose from $127.0 million in 1982 to $150.3 million in 1983. 
Although the private sector capital account was down by $29.3 million to a 
minus $30.5 million, this Was more than offset by the rise in the public 
sector long term account. Net official reserves of the Central Bank 
remained almost unchanged at minus $81.6 million. 


The current foreign exchange credit shortage results mainly from cutbacks in 
lending by international commercial banks; domestic liquidity has increased 
somewhat in the absence of foreign exchange for imports. As is the case 
with other Central American countries, Honduras has experienced a net 
decapitalization in recent years. In the last three years, reductions in 
suppliers' credits and in direct foreign investment as well as capital 
flight have contributed to this process. Another factor exacerbating the 





credit squeeze has been the large deficits the GOH has run in the last three 
years. The deficits have been financed internally, diverting credit away 
from the private sector and creating additions to the money supply which 
threaten to accelerate inflationary pressure. 


Only $121 million of Honduras'. estimated $1.4 billion external public sector 
debt is subject to rescheduling; the GOH has remained current on most of the 
balance (although some arrearages have arisen in the first six months of 
1984). The Government of Honduras (GOH) is currently arranging the 
rescheduling of the foreign obligations of the Honduran National Investment 
Corporation (CONADI) and certain other semi-autonomous governmental 
institutions as well as private sector obligations with public sector 
guarantees. In these cases, payment of debts has fallen to the GOH, 
representing a serious cash drain on its already strapped budget. 


The outlook for an improved economic picture in Honduras in 1984 is 
cautiously optimistic. The real growth rate is expected to be slightly 
positive. Exports of goods and services are expected to grow by about 5 
percent in value. The continuing lack of foreign exchange will constrict 
growth in imports, which impacts negatively not only on overall economic 
activity but also, ironically, on the foreign-exchange-earning export 
industries themselves because of their dependence on imported imputs and 
parts and machinery. This combined with import controls may not result in 
the optimal allocation of scarce foreign exchange, which may retard growth 
even more. Financing for new investments remains in short supply. 
Moreover, political uncertainties emanating from unrest in El Salvador, 
Guatemala, and Nicaragua continue to have a dampening effect on business 
activity. The foreign exchange gap is being partially closed by increased 
disbursements of foreign assistance from U.S. Economic Support Funds and 
other sources. Further, as the economies of Honduras' trading partners 
recover from the world recession, the outlook here should also begin to 
improve. 


The original cornerstone of the Suazo Administration economic program was 
the Stand-By arrangement concluded with the International Monetary Fund in 
November 1982. The Stand-By centered on fiscal policy; its principal goals 
were the closing of the wide fiscal gap and the putting of the 
seni-autonomous institutions on a self-sufficient basis. In late 1983 the 
GOH fell out of compliance with the conditions of the IMF Stand-By after 
receiving four of five scheduled tranches. A new arrangement for 1984 is 
under discussion; final consulations will probably take place in the fall. 


President Suazo has continued to assert that he regards the private sector 
as the principal channel of development and that his administration will 
foster the best possible environment for foreign and domestic investment. A 
new export ini zntives law has been passed, and the GOH initiated Bilateral 
Investment Treaty negotiations with the United States in January 1983. The 
idea behind the GOH strategy is that’ when recovery from the current 
recession -- which in Honduras largely results from exogenous factors and 
mistakes by previous regimes -- eventually occurs, this course will put 
Honduras in a better position to benefit from the improvement. However, in 
view of the domestic and international economic environment President Suazo 
has faced thus far, it has been difficult to translate this positive climate 
into tangible accomplishments. 





CURRENT ECONOMIC SITUATION AND TRENDS 
1. NATIONAL ACCOUNTS, MONEY, CREDIT AND PRICES 


Most major sectors of productive activity, with the notable exception of 
agriculture, continued to register declines in real growth in 1983 from 
already depressed 1982 levels. Overall 1983 GDP growth is estimated at plus 
5.5 percent in current prices, adjusted to minus 0.7 percent in constant 
1966 prices. The total value of goods and services produced is estimated in 
nominal terms at $2.968 billion. The agricultural sector, which includes 
forestry and fishing, recorded an increase in real growth of 2.5 percent in 
1983, contributing $725.0 million (24 percent of the total) to GDP. This 
improvement over the 1.1 percent real growth figure for 1982 mainly reflects 
an adequate basic grains crop. The industrial sector's contribution (15 
percent of GDP) was $438 million, declining 1.0 percent from 1982 in real 
terms. Other sectors, including transportation and commerce, also declined 
in real terms. Construction activity in 1983 was down 2.9 percent in real 
terms, which was, however, a smaller decline than the 4.2 percent drop 
registered in 1982 and the 7.8 percent decline of 1981. Real private sector 


capital formation dropped by 2.7 percent; real private consumption fell 4.1 
percent. 


Growth in the money supply (currency plus demand deposits) in 1983 was 14.5 
percent. This was almost 5 percent higher than the rate of growth in 1982. 
The growth in money supply was owed principally to the GOH's use of domestic 
credit sources to finance the budget. Quasi-money (time, savings and other 


deposits) rose dramatically by 19.0 percent, slightly higher than the 18.3 
percent growth of the previous year; this increase in quasi-money reflected, 
among other factors, the scarcity of foreign exchange for imports. The 
combined rate of growth for money and quasi-money stood at 15.8 percent. 
Overall domestic credit grew by 13.2 percent, significantly lower than the 
21.4 percent recorded in 1982. Public sector credit, which amounted to 23.3 
percent of all internal credit, grew by a dramatic 42.0 percent in 1983, a 
much higher rate than the previous year's 12.2 percent. Private sector 
credit grew more slowly by 10.8 percent. 


The pace of inflation continued to be moderate. From December 31, 1982 to 
December 31, 1983 the CPI, which records price increases of a rural-oriented 
market basket, advanced 8.9 percent, slightly less than the year before. 
However, the imported component of the wholesale price index continued to 
grow by 17 percent, the same pace as in 1982. Food costs advanced only 5.3 
percent during 1983 compared with 6.7 percent a year earlier, mainly as a 
result of a sufficient basic grains (corn, beans and rice) crop -- the 
largest element in the food category. Housing registered a 14 percent jump, 
but transportation costs rose just 4.5 percent in 1983. Clothing, personal 
care, and health care costs recorded increases just above the CPI, of 9.3, 
9.4 and 9.8 percent respectively. (The CPI itself advanced at a 6.9 percent 
annual pace during the first four months of 1984. However, the 
implementation of the Economic Stabilization Package by the GOH in May 1984 


may slightly accelerate the rise in CPI because of its imposition of fiscal 
measur es. ) 





2. BALANCE OF TRADE AND PAYMENTS 


Honduras' external position bottomed out in 1983. The overall dollar value 
of exports was up 4.0 percent, while that of imports dipped by 1.4 percent. 
For the second year in a row the merchandise trade balance remained close to 
equilibrium. The current account disequilibrium, which had reached a record 
level of $-316.8 million in 1980, narrowed to $-302.7 million in 1981, 
$-228.3 million in 1982, and $-167.8 million 

in 1983, due in large part to the more favorable balance of trade. Overall 
capital inflows rose by $23.8 million to $150.8 million. At the same time, 
the Central Bank's net international reserve position, defined as foreign 
assets minus short-term foreign liabilities,dropped $1.4 million to minus 
$81.6 million. 


Most of the country's principal export products recorded a falloff in 
earnings for the third year in a row in 1983. Bananas, Honduras’ number one 
foreign exchange earner (30.5 percent of the total), brought in $207.8 
million, a decrease of 4.8 percent from 1982. (However, banana prices have 
remained stable during the first half of 1984 and the portion of the crop 
which sustained wind damage in March 1983 has been replanted and is 
producing fruit.) Coffee output rose to record levels with the 1982/83 
crop, but receipts in 1983 fell 1.2 percent to $151.2 million (22 percent of 
the export product total) due to the restrictive International Coffee 
Organization quota levels for Honduras, which have been seriously reduced 
since 1982, and weak world prices for nonquota coffee. (Honduras is 
continuing to actively seek a reinstatement of its previous quota levels, 
which would help absorb the tremendous stocks presently on hand.) Meat 
income declined 7.1 percent to $31.3 million (about half of 1980 exports) in 
the face of high production costs and weak demand. Although well below 1981 
bonanza year levels, sugar exports in 1983 increased 25.2 percent to $27.8 
million. This improvement was due in large part to a doubling of Honduras’ 
sugar quota by the U.S. Government in May 1983 which became effective in 
October. Lumber exports fell 11.2 percent to $39.7 million in 1983 (but are 
expected to climb slightly as production increases). Although the GOH 
figures seem exaggerated, metals, led by silver exports, appear to have 
jumped a whopping 111.8 percent in 1983. Seafood (shrimp and lobster) has 
emerged as an important Honduran export in recent years. For 1983 earnings 
were $34.1 million, up 21.8 percent from 1982. Tobacco registered a slight 
2.3 percent increase to $11.0 million. Exports to Central America (8.0 
percent of the total) rose 24.9 percent. 


Growth in a wide range of "non-traditional" exports other than those listed 
above was stagnant for the second year in a row, although some individual 
products evidenced dramatic growth. This category, which includes such 
products as light manufactures, ornamental plants, melons, pineapples, 
cucumbers, and citrus, is.a key to Honduras’ future because it offers far 
greater possibilities for growth than traditional commodity exports. An 
exchange rate adjustment by the GOH ‘would encourage this type of export 
particularly. The one-way free trade zone feature of the Caribbean Basin 
Initiative, which became effective January 1, 1984, provides an especially 
promising opportunity to Honduras for further developing its potential in 
non-traditional exports. 





Imports of goods and services declined slightly from $1.042 billion to 
$1.028 billion last year. Generally, restraint in foreign purchases during 
recessionary times might appear to be good news. However, in a developing 
economy such as Honduras’, where 59 percent of imports is capital equipment, 
raw materials and intermediate goods -- much of it for the production of 
export products -- and only 17 percent is consumer items (the other 24 
percent is petroleum; worldwide, the ratio between the latter two categories 
is typically the reverse), imports are an important determinant of 
development. The motor is clearly sputtering; 1983 saw a substantial 
underutilization of productive capacity as a result of an inability to 
obtain foreign exchange with which to bring in raw materials and new 
equipment. This, along with the current import control system, which may be 
a distorting factor in the import mix, has contributed to the lack of 
enthusiasm on the part of potential investors. The situation has improved 
since December 1983, however, with the adoption of new Central Bank 
regulations loosening its monopoly on foreign exchange for importers. 
Petroleum imports remained stable at $170.8 million. Imports of 
manufactures rose steeply from $153.8 million to $175.5 million, making them 
the largest component of the import bill. Machinery and transportation 
equipment slipped again from $136.8 million to $128.7 million. Food 
imports, which had declined 24.5 percent in 1982, increased 19.2 percent to 
$69.6 million, due in large part to extended regional drought conditions in 
the second quarter of the year. 


A substantial increase in total petroleum and petroleum product costs as a 
percentage of total imports since 1979, with no real increase in 
consumption, continues to hurt the Honduran economy. Some relief for this 
part of the balance-of-payments disequilibrium is now coming from the 
Mexican/Venezuelan Petroleum Facility, which provides for concessionary 
financing of 30 percent of purchases. However, Honduras did not take 
advantage of this break until September 1982 because price and refining 
arrangements had not been worked out. An agreement was finally reached with 
the Texaco refinery located in Honduras providing for up to two-thirds of 
Honduras’ petroleum needs to be supplied from Venezuela under the facility. 
Only an occasional shipment comes from Mexico. A popular way of expressing 
the impact of petroleum price increases here is by noting that in 1972, 3 
pounds of coffee or 57 pounds of bananas bought a barrel of oil. The same 
barrel is now bought with 20 pounds of coffee or 202 pounds of bananas. 


The decline in net capital inflows from $277.9 million in 1981 to $127.0 
Million in 1982 was reversed in 1983, when $150.8 million were recorded. 
This improvement was partially a result of the fact that little short-term 
debt remained outstanding, since short-term credit had completely dried up. 
After reaching its peak in 1980, private sector credit was especially 
hard-hit, falling from $1.2 million to minus $30.4 million, excluding 
short-term transactions. In other words, more capital flowed out of the 
private sector to repay external debt principal than was received in 
external credit. However, public sector inflows increased from $112.6 
Million to $180.0 million, particularly as Honduras’ largest development 
project, El Cajon, headed toward completion. 


The Central Bank since December 1980 has imposed increasingly stronger 
exchange control measures. Foreign debt obligations are supposed to receive 





The Suazo Government has continued to regard working with the IMF as the 
cornerstone of its economic policy. However, there now exist greater 
political and social pressures against many of the measures called for by 
the IMF. The 1983 IMF Stand-By arrangement, signed in November 1982, aimed 
at attaining equilibrium in the balance of payments and substantially 
reducing the fiscal deficit. The GOH was unsuccessful in attaining either 
objective, although the balance of trade was improved through the 
implementation of a foreign exchange rationing system which has contributed 
to the decline in economic activity. Net international reserve loss in 1983 
was only $1.4 million as opposed to a loss of $90.8 million in 1982. The 
substantial fiscal deficit has been a major determinant of the extensive 
accumulation of liquidity in the banking systen. 


Despite current economic problems, long-range development plans still exist 
which call for significant investments in infrastructure, energy, education, 
health care, and agrarian reform. At the heart of this effort is the El 
Cajon hydroelectric project which is over 80 percent complete. This venture 
consists of the construction of a 292-megawatt dam which since 
groundbreaking has been progressing on schedule and within budget. In June 
1984 the dam's diversion tunnel was closed, beginning the process of filling 
the reservoir. Anticipated commencement of, electricity generation by the 
first turbine (73 megawatts) is in late 1984. Financing for El Cajon, which 
will cost more than $683 million, is at very concessionary terms and has 
been spread among a broad spectrum of multilateral and bilateral lenders led 
by the World Bank and Inter-American Development Bank. After its completion 
in 1985, it should significantly limit the use of fossil fuels for 
electrical generation, which should then be employed only for peaking and 
stand-by power generation. The $200 million Olancho Paper and Pulp complex, 
begun in 1977, is being significantly downsized from its originally proposed 
scale. At present, plans call for processing of the production from the 
newly inaugurated sawmill at Bonito Oriental in the Department of Colon. 

The sawmill, which began actual operations in January 1984, is presently 
working at only 30-35 percent of installed capacity. The GOH has almost 
completed the necessary road construction in association with the sawmill 
project. A scaled-down version of the new port at Puerto Castilla was 
inaugurated in May 1984. The port possesses a 150 meter pier, a draft of 1l 
meters, and numerous storage facilities. Other major projects coming on 
stream have been the 30-megawatt El Nispero hydroelectric project and the 
Puerto Cortes 30-megawatt thermal plant. Work has been completed as well on 
the rural electrification of the Aguan Valley. Despite budget limitations, 
some new highway construction has also been initiated. 


4. AGRICULTURE 


Agriculture is the mainstay of the Honduran economy, accounting for 24 
percent of GDP. 1983 saw measured agricultural growth -- 2.5 percent in 
real terms. However, agricultural exports -- at least three-fourths of the 
total -- were off slightly. 





preference over everything else. A five-tier order of priority for 
obtaining foreign exchange for imports was implemented in 1982 and tightened 
up in 1983. Food and medicines head the list and consumer goods are at the 
bottom. Also, exporters must document the repatriation of their foreign 
earnings, and there are limitations on foreign currency available for 
travellers. Administrative backlogs and scarce foreign exchange 
availability have slowed down imports further in 1983, with delays ranging 
from 30 to 180 days. Since November 1983, however, importers of certain 
catagories of goods have been permitted to use foreign exchange obtained 
outside the banking system. This temporary import regime, which has been 
extended through the end of 1984, assures the granting of import permits by 
the Central Bank within a five-day period. 


3. PUBLIC FINANCE 


Public finance continues as the most visible economic problem in Honduras. 
Fiscal problems in 1983 were due in large part to stagnated current 
revenues, expanded current expenditures, and somewhat higher capital 
expenditures. Major negative factors on the revenue side were the depressed 
levels of foreign trade, which provides the lion's share of revenue through 
import and export duties and charges, and the myriad inefficiencies in tax 
collection administration (although tax collections in the first half of 
1984 have been running well ahead of the previous year). Debt servicing, 
which registered a 35.5 percent increase to $156.4 million -- double 1980 
levels -- also contributed to the budgetary gap. For 1983 the unfinanced 


gap was $87.1 million (and for 1984 this budget gap could reach $172.9 
million). Central Bank credit covered $69.5 million of the gap in 1983, 
while external sources, mainly concessionary loans from international 
financial institutions, financed $119.9 million, down from $189.9 million in 
1982. 


The consequences of the 1983 overall public sector deficit were several. 
First, the GOH fell out of compliance with its 1983 IMF Stand-By arrangement 
as a result of excessive Central Bank credit to the public sector to finance 
its shortfall. Second, both current and capital expenditures were trimmed 
sharply, leading to higher unemployment and lower levels of ecomonic 
activity. Finally, the growth in Central Bank holdings of GOH debt has 
contributed to the expansion of the country's monetary base and has resulted 
in the expression of doubts regarding the stability of the Lempira. 


The Suazo Administration is taking concrete steps to put the budget back 
into greater balance. An economic stabilization program was passed by the 
National Congress in May 1984 which aimed at bringing the 1984 GOH fiscal 
situation more in line with economic realities and with the terms likely to 
be set by the IMF for renewed negotiations. The package contains both 
revenue-generating and expenditure-cutting measures, including new taxes and 
fees, the issuance of bonds to be held by the non-banking public sector, a 
public sector hiring freeze, budget trimming, and various reserve 
requirements on certain types of banking system deposits. Through this 
program, the GOH hopes to reduce the public sector deficit from about 10 to 
8 percent of GDP, thus bringing it closer to IMF guidelines. Public outcry 
against the Administration package has been severe. However, possible 
additional measures may cut the deficit even more. 





Banana production fell dramatically from 44.7 million to 35.0 million boxes 
in 1983, due in large part to wind damage sustained by a large portion of 
the crop in March. Although production was down 22 percent, exports of 
bananas by value fell only 4.8 percent because of higher market prices. 
Coffee production for the 1982/3 crop year was up, but earnings were off for 
the third year in a row as world prices for non-ICO-quota coffee remained 
low. Moreover, Honduras' International Coffee Organization quota was cut 
from 960,000 sixty-kilogram bags for 1981/82 to 772,050 bags for 1982/83 and 
has been raised only marginally to 805,000 bags for 1983/84. (The 1983/84 
coffee harvest is expected to be lower due to the effects of coffee rust on 
at least one-fourth of the crop; however, massive stocks are already on 
hand, and Honduras cannot export the coffee it produces. The Hondurans are 
actively seeking a restoration of earlier ICO quota levels.) Meat exports 
in 1983 were up slightly in volume (4.3 percent) but lower in value (7.1 
percent) as a result of weak prices in the United States -- Honduras' 
principal market. Earnings from sugar exports recovered by 25.2 percent in 
1983 after a disastrous 52-percent fall the previous year; this improvement 
was due to a doubling by the U.S. of Honduras’ sugar quota, effective during 
the 1984 fiscal year. The Honduran sugar industry has also suffered 
crippling debt service obligations. The GOH, however, guarantees the 
producers a high domestic price ($.25 per lb.) and offers other subsidies to 
keep them afloat. Shrimp and lobster have continued to expand as major 
exports, up 21.8 percent in 1983. 


In the last three years Honduras has switched from being a net importer to 
being a marginal net exporter of corn and beans. However, in 1983, corn, 
beans, and sorghum production was down from the record 1981/82 levels due to 
unusually dry weather during the first five months of the year. Although 
grain stocks were believed sufficient to meet internal demand until the 
beginning of the 1983/84 harvest, rising prices for corn, increasing demands 
on government-held stocks, and regional shortfalls, particularly in the 
south, necessitated emergency imports of corn from the U.S. under GSM-102 
credits. (Production levels in 1984 are expected to meet demand.) Output 
of beef, pork, and milk leveled off in 1983. Egg production has been 
declining, in part due to government price controls; an estimated 10 percent 
of the industry went out of business in 1983. Honduras still imports the 
lion's share of its milk requirements, principally from the European 
Economic Community. In fiscal year 1983 Honduras imported 50,000 metric 
tons from the United States on concessionary terms under Public Law No. 480; 
imports for 1984 under this program will be about 83,000 metric tons. 


5. MANUFACTURING 


The manufacturing sector, the second largest (15 percent of GDP), is having 
its difficulties along with the rest of the economy. Real growth of 
earnings during 1983 was minus 1.0 percent, compared with a minus 1.3 
percent in 1982 and plus 1.7 percent in 1981. Nominal growth was 7.0 
percent. Yet, whereas in 1982 only two categories -- sugar refining and 
cigarettes -- registered increases, in 1983 almost all categories 
demonstrated increases: cement 75 percent, textiles 43 percent, carbonated 
beverages 10 percent, and beer 16 percent. Food processing, 
pharmaceuticals, woodworking, metal furniture, cosmetics, and apparel also 
experienced growth, although on a small scale; and industrial use of water 





1% 


and electricity were up. However, construction, even in fast-growing 
Tegucigalpa, fell 35 percent. Unemployment in the industrial sector is 
estimated at around 25 percent. Formation of new enterprises is off, due in 
large part to the scarcity and cost of investment capital and lack of 
ability to easily exploit markets. Local manufacturers are making some 
small-scale investments in production equipment. However, the scarcity of 
foreign exchange and short-term trade credit are making inputs and parts and 
machinery more difficult to obtain. 


Although exports to the rest of Central America increased almost 25 percent 
in 1983, Honduran industry still has not recovered from depressed levels as 
compared to exports prior to 1981. Although regional trade is small in 
terms of the total, it is important for the industrial sector, which has 
gotten used to this protected market. Since 1969 Honduras has not been a 
participating member of the duty-free Central American Common Market; 
however, bilateral trade agreements with its neighbors permit Honduran 
products to continue to enjoy access to these markets. At the same time, 
regional commerce as a whole has suffered from regional turmoil. Thus, 
trade with Nicaragua has reached a virtual standstill due to unpaid 
Nicaraguan arrearages and political differences. Further, since April 1984, 
when the commercial treaty with Guatemala, Honduras’ largest Central 
American market, lapsed, Honduran manufacturers have suffered a serious 
blow. Negotiations on a new treaty are in progress. 


The most notable large-scale industrial investment underway in recent years 
has been in the cement industry. Cementos de Honduras, a private venture 
backed by GOH guarantees, was taken over by the GOH in April 1984 when the 
government decided to capitalize its sizable debt with the company. 
Shareholder equity was reduced 95 percent. This drastic move was seen by 
most observers as perhaps the only way to complete the remaining 20 percent 
of the cement plant's stalled expansion program. If the project is 
completed, and when the dam at El Cajon is finished, Honduras thus stands to 
possess a substantial surplus of cement production capacity, particularly 
since INCEHSA, another producer and a CONADI investment, has already come on 
line; moreover, the surplus is expected to be uncompetitive in terms of 
export potential because of production costs. However, the continued 
debilitating cost of servicing Cementos' large debt on the basis of 
non-productive equipment appears even more disagreeable. In terms of other 
products, the picture has been mixed. In the case of sugar, the GOH 
supports the industry by setting a relatively high floor price for each bag 
sold domestically. Cigars, apparel, and woodworking are non-traditional 
sectors whose outlook remains strong. Taking advantage of the drawback 
provisions of Section 807 of the U.S. Tariff Schedule, three apparel 
assembly plants have been set up in Honduras. The Industrial Free Zone at 
Puerto Cortes has attracted several drawback operations; some space is still 
available there. 


Retail merchants continued to report poor sales in 1983 and into 1984. The 
decline in the importation of consumer goods since foreign exchange controls 
were imposed by the GOH has been severe and inventories remain low. A 
number of retail operations have closed in the last two years. 





6. ECONOMIC OUTLOOK: 


The prospects for a significantly improved economic picture in Honduras are 
not promising. Real GDP growth is expected to be flat over the near tern. 
Exports and imports, which when taken together are the engines of the 
economy, are projected to increase 5 percent in nominal terms, but to 
decline slightly in real terms. Banana exports are expected to return to 
1982 volume levels and even higher value levels. Coffee exports remain a 
prisoner of Honduras' reduced ICO quota (although non-quota coffee prices 
have strengthened somewhat in 1984). Sugar exports will likely increase a 
small amount as the full effect of the increased U.S. sugar quota which 
began in FY 84 generates its full impact. Lumber and seafood are expected 
to show small growth. Trade with the other Central American countries is 
currently stagnant, and the prospects for its improvement are slim. 


Capital inflows, especially in the form of development project spending, are 
not expected to improve substantially this year. The public sector appears 
to have received the bulk of this type of financing of late. The credit and 
investment situation will not improve until the talks with the foreign 
commercial banks on the rescheduling of public external debt reach a 
successful conclusion. Loan money generated from internal sources is 
available; however, the foreign exchange needed to purchase goods and raw 
material imputs is not. Credit from abroad has almost completely dried up, 
not so much because of Honduras’ own situation as because of fears of 
regional instability created by unrest in neighboring countries. 
Additionally, the completion of a 1984/85 Stand-By arrangement with the IMF 
would help restore confidence in Honduras among international bankers. 

Also, the GOH has recently begun taking full advantage of the 
Mexican/Venezuelan Petroleum Facility, thereby providing some 
balance-of-payments relief. Unfortunately, despite these developments, 
negative international perceptions of Honduras in the light of regional 
turmoil have discouraged international lenders and investors. 


President Roberto Suazo Cordova stated early on that returning the economy 
to a sound footing was a top priority for his Administration. He also has 
indicated that he regards the private sector as the primary channel of 
development and that his government will do everything it can to encourage 
both domestic and foreign investment. In 1982 disincentives were removed 
from the mining code and lower tax and royalty rates for new ventures were 
instituted. An export incentive law which was passed by the National 
Congress in December 1983 grants export promotion certificates to exporters 
of non-traditional products. Negotiations on a Bilateral Investment Treaty 
with the United States appear to have almost reached a conclusion; such a 
treaty would offer additional protections for U.S. investment in Honduras. 
However, in view of the scarcity of foreign exchange, high interest rates, 
and poor world market conditions for Honduran exports, it will probably 
continue to be difficult for Honduras to convert this positive climate into 
tangible gains. 
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IMPLICATIONS FOR U.S. BUSINESS 


SUMMARY: The stagnation of the Honduran economy, the lack of external 
commercial lines of credit, and restrictions on imports and foreign exchange 
limit the opportunities for U.S. export growth in the near future, even 
though the need for U.S. parts and machinery and industrial and agricultural 
inputs is as great as ever. The lack of both an IMF agreement in place and 
a satisfactory conclusion to the long-running debt rescheduling talks with 
the commercial banks serves as a deterrent to significant investment until 
these issues are resolved. In addition, many feel that present GOH monetary 
policy acts as a disincentive, particularly to exporters, by forcing the 
repatriation of earnings at the official 2 to 1 exchange rate. Nonetheless, 
individual investment opportunities continue to appear and there are many 
opportunities for joint ventures. The Caribbean Basin Initiative offers 
tremendous potential for U.S. businessmen, who, by locating operations in 
Honduras, could reduce costs of production while taking advantage of the 
tariff breaks. A number of assembly operations, located in the Free Zone at 
Puerto Cortes and in San Pedro Sula, are successfully utilizing the drawback 
provisions of Sections 806 and 807 of the U.S. Commercial Code. 


MARKET OVERVIEW: Commercial activity, which slowed with the onset of world 
recession, has yet to emerge from its malaise, although hope for some real 
growth in 1984 exists. Despite some loosening in import controls, the rigid 
formal exchange controls and the tilt of the import priority system for 
allocating foreign exchange towards raw materials and capital goods have 


affected import markets for many consumer items. The decision to allow 
importers to supply their own foreign exchange for most imports, beginning 
in 1983, has provided importers with an alternative to waiting months to 
receive foreign exchange from the Central Bank. However, a price has been 
involved: such resources often would have to be obtained at the premium 
demanded by the parallel market exchange rate (about 2.50 or 2.60 to l 
rather than the official 2 to 1 rate). The underlying demand for 
sophisticated U.S. products, both industrial and consumer, nonetheless 
remains strong, although market conditions and the sparcity of commercial 
credit from U.S. banks mitigate against attempts to obtain U.S. products. 
Competition from Japanese and Western European companies is increasingly 
strong. The high cost of borrowing and limited markets have placed many 
local companies on the verge of bankruptcy; however, relatively few have 
actually failed, because the domestic banking system and other creditors 
have made significant efforts to avoid defaults. A key factor in this 
situation is the routine practice of local firms operating with a lean 
capital base and relying heavily on short-term debt for trade financing and 
working capital. The overall cutback in lending exposure in Central America 
by international commercial banks, along with more severe credit terms, have 
exacerbated this situation. While rather small and undercapitalized by 
international standards, Honduran manufacturers are typically very 
aggressive in their desire to affiliate with foreign partners in joint 
ventures and licensing arrangements. The current shortage in the 
availability of foreign exchange and the difficulties in securing external 
financial backing makes the climate today for joint ventures/licensing 
particularly attractive. 
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MAJOR PROJECTS: As indicated by the list on the last page, procurement by 
GOH agencies and state institutions continues to offer some opportunities to 
U.S. suppliers and contractors. However, as financing is the key concern to 
Honduras, the obtaining of credit support, whether from U.S. government 
agencies or other U.S. lending institutions, tends to be critical to the 
ability of U.S. firms to participate in projects not financed by 
international institutions. 


COMPETITION: Despite the market dominance by the United States, formidable 
competition in certain market sectors is growing from third countries, 
particularly Japan, Western European countries, and a number of Latin 
American nations. Third-country contractors and suppliers generally offer 
favorable terms and are very active in pursuit of public works contracts. 
U.S. suppliers continue to be competitive in price and quality, due in large 
part to the proximity of Honduras to the United States and to Honduran 
familiarity with its northern neighbor and its products. However, in public 
bids, where supplier credits are critical to success, U.S. firms have been 
largely excluded due to the very soft terms offered by third countries, 
which often mix export credit with aid. The Export-Import Bank, through its 
FCIA insurance program, has extended a revolving $10 million short-term 
line-of-credit guarantee for the funding of modest-sized private sector 
import transactions; there continues to be a hold on Ex-Im public sector 
financing due to payment arrearages. 


HOST GOVERNMENT POLICY: GOH policy is to maintain an open door to foreign 
investment. Four of the five largest corporations in Honduras are U.S.- 
owned. Foreign capital is given the same treatment and protection as 
domestic capital. In recent years, however, foreign exchange has become a 
scarce commodity subject to rules for allocation. Current controls require 
licensing for imports and full return of export earnings; limits on foreign 
exchange for small transactions and international travel have been imposed. 
Prior deposits for imports are generally required by commercial banks. The 
series of exchange controls instituted since 1980 has caused some delays in 
the repatriation of profits, dividends, interest and capital. Subsidiaries 
and branches of U.S. companies must have 51 percent Honduran ownership; new, 
independent companies need only have a Honduran partner. In recent years, 
Honduras has attracted new foreign investment in petroleum exploration, 
mining, wood products, tourism, pineapples, citrus, shrimp farming, metal 
working, and apparel. This open door policy is at times frustrated by the 
lack of coordination and by conflicting goals among relevant government 
agencies. In response to the opportunties offered by the Caribbean Basin 
Initiative, the GOH, in conjunction with the U.S. Agency for International 
Development, has established a one-stop investment promotion office, FIDE, 
to assist potential investors. 


The GOH offers duty-free import of materials and equipment for varying 
periods of time to firms qualifying under the Industrial Incentive Law. 
Additionally, the Free Zone located at Puerto Cortes offers basic facilities 
to export-oriented manufacturers, who are exempt from all Honduran taxes and 
all Central Bank foreign exchange restrictions. The Free Zone is actively 
seeking industrial occupants for already-completed buildings, especially 
operations that would be labor-intensive. A number of firms have entered 
the Zone in the last year. 
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MAJOR DEVELOPMENT PROJECTS IN HONDURAS 
PROJECT 


FOREIGN 


cost PERCENT 
($ Millions) FINANCING 


COMPLETE 
IMPLEMENTATION STAGE 


El Cajon Hydroelectric (ENEE) 683 IBRD, IDB, CABEI, 


OPEC, Japan 
Petroleum Exploration (Min. Natural Resources) 3 IBRD 
Olancho Pulp and Paper Project (COHDEFOR) 200 IDB, IBRD, VIF 
Puerto Castilla Port (ENP) 15 IBRD 
Aguan Valley Palm Oil Plants (CONADI, INA) 10 IDB, Netherlands 


Puerto Cortes Free Trade Zone (ENP) 14 IBRD 
Rural Water and Sanitation (SANAA, Min. Health) 20 AID 
Rural Aqueducts, Second Stage (SANAA) 9 IDB 


4 
9 
9 


Rural ores (HONDUTEL) 3 
Olancho Industrial Development (COHDEFOR,SECOPT) 5 


8 IDB, CABEI 
8 IDB 
La Union-Mame Road (SECOPT) 20 
1 
2 


IDB 
CABEI 
CABEI 


Tegucigalpa-Rio Hombre Road (SECOPT) 1 
Tegucigalpa-Jicaro Galan Hwy Rebuilding (SECOPT) 2 
La Ceibita-Sta. Barbara Road (SECOPT) 3.3  CABEI 
Santa Rita-Yoro Hwy. Rebuilding (SECOPT) 8.4 IDB 
La Ceiba-Jutiapa Hwy. (SECOPT) 6. CABEI 
Highways VIII - Rural Roads (SECOPT) 28 IBRD 
Access Roads, Construction/Improvement (SECOPT) 37 IDB 
Emergency Hospitals/Health Centers (Min. Health) IDB 
San Pedro Sula Hospital (Min. Health) 1 IDB 
Grain Silos (IHMA) 3 IDB 
Transformers, Tegucigalpa (ENEE) AID 
Low-Cost Housing (FINAVI) 8 CABEI, AID 
Housing (INVA) CABEI, AID 
Housing Insurance Guarantees (FINAVI) AID 
Comayagua Forestry Development (COHDEFOR) IDB 
Guayape Reg. Dev. (Ministry of Nat. Resources) IBRD, IDB 
West Region Rural Development Program ( PRODERO) IDB 


NEAR BID STAGE FOR ENGINEERING OR CONSTRUCTION 


Satellite Earth Station (HONDUTEL) 

Marcala-La Esperanza-Siguatepeque Hwy. (SECOPT) 
La Paz-TutuleMarcala Hwy. (SECOPT) 

Regional Navegation System (COCESNA) 

San Pedro Sula Water and Drainage (SANAA) 


PLANNING STAGE 


Puerto Cortes Pier # 3 (ENP) 

Highways VII - Rural Roads (SECOPT) 

La Ceiba-Saba-Olanchito Rebuilding (SECOPT) 
Saba-Tocoa-Corocito Rebuilding (SECOPT) 
Potable Water in Four Cities (SANAA) 


Key to Acronyms: 


COHDEFOR - Honduran Forestry 
Development Corporation 

CONADI - National Industrial 
Development Corporation 

CORFINO - Olancho Forestry 
Development Corporation 

ENEE - National Electric Company 

ENP - National Port Authority 

FINAVI - Housing Finance Corp. 

HONDUTEL - National Telephone Co. 

IHMA - National Grain Marketing 
Institute 

INA - National Agrarian Institute 

INVA - National Housing Institute 

PRODERO - West Region Rural 
Development Program 

SANAA - National Water Company 

SECOPT - Ministry of Communications, 
Public Works and Transportation 


AID - Agency for International 
Development 

CABEI - Central American Bank 
for Economic Integration 

COCESNA - Central American Air 
Navigation Corporation 

IBRD - World Ban 

IDB - Inter-American 
Development Bank 

IFC - International Finance Corp. 

OPEC - Organization of Petroleum 
Exporting Countries 

VIF - Venezuelan Investment Fund 
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